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The Argentine government of President Fernando de la Rua reached an agreement with the
International Monetary Fund (IMF) on Aug. 21 that will provide Argentina with US$8 billion in fresh
aid aimed at warding off a debt default and rebuilding confidence in the national economy. After 12
days of negotiations, IMF managing director Horst Koehler said he would recommend that the IMF
board approve an increase of US$8 billion in Argentina's current stand-by credit. US$5 billion would
be available immediately upon board approval, expected in early September. The US administration
of President George W. Bush had been reluctant to support the action.
As recently as Aug. 17, US Treasury Secretary Paul H. O'Neill voiced concern about new loans
to Argentina. "We're working to find a way to create a sustainable Argentina, not just one that
continues to consume the money of the plumbers and carpenters in the United States who make
US$50,000 a year and wonder what in the world we're doing with their money," O'Neill told CNN.
Despite the Bush administration's public position against multibillion-dollar aid packages to
economies in trouble, its practice has been less clear, and O'Neill has backed bailout packages for
Turkey and Brazil as well as Argentina (see other article in this edition).
For many analysts, Argentina's economic problems are so severe that new loans are seen as having
no more chance of ending the crisis than did the US$40 billion package negotiated last December.
The new money does not guarantee growth, and the risk remains that Argentina will be unable to
make its debt payments.
Buenos Aires-based consultants Argentine Research say the country has US$7.7 billion in maturing
debt in the second half of 2001, including US$2.9 billion in foreign debt.
"This is like a band-aid; we really need to get to the main issue, which is some sort of debt
restructuring," said Geoffrey Dennis with Salomon Smith Barney. "The golden rule in today's world
is zero-deficit or surplus," said Myrna Alexander, the World Bank representative in Buenos Aires.
"Argentina should have achieved zero- deficit in 1996, when it had one of the world's highest rates
of economic growth, but it missed its chance." Alexander said the objective of a new bailout is not
to preserve the current economic model or to prevent an erosion of the consensus on the need for
austerity measures. "The world and the multilateral institutions have a commitment to improving
people's lives and to keeping the Argentines from falling into crisis," she said.

Government must meet zero-deficit goal
Economy Minister Domingo Cavallo said no new IMF requirements were attached to the aid, but
Daniel Marx, Cavallo's vice minister, said the aid was based both on budget forecasts and on the
government's pledge to erase its budget deficit during the second half of the year (see NotiSur,
2001- 08-03). The question is whether the government can stick to its zero-deficit plan, which calls
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for highly unpopular salary cuts for state workers and for some pensions. The cuts have set off
nationwide protests that show no sign of abating.
On Aug. 29, tens of thousands of union members, retirees, and unemployed workers marched in
Buenos Aires in one of the largest protests in recent months. Seven austerity plans in 20 months
have failed to pull the economy out of its three-year recession, curb the rise in unemployment,
or rebuild confidence. A growing segment of society is fiercely resisting the austerity measures.
Business associations and the Catholic Church have joined trade unions in criticizing cuts to public
spending when poverty, unemployment, and social inequality are on the rise.
The government's acceptance of IMF solutions with their mandated austerity measures has also
split the governing Alianza coalition. Nearly all the moderate and left groups that backed de la
Rua's candidacy in 1999 have abandoned the Alianza, with opposition politicians eagerly eyeing the
October legislative elections. But the de la Rua administration has refused to consider alternatives.
A year ago, the Central de Trabajadores Argentinos (CTA), one of the three central trade unions,
called for unemployment insurance that would amount to monthly stipends of US$380 for heads
of households, plus US$60 per school-age child. It suggested reinstating taxes on banks and
supermarkets and on utilities privatized in the 1990s to obtain the US$8 billion needed to implement
the plan. Although the government ignored the CTA's proposals, the union is collecting signatures
to put its initiative on the ballot as a referendum in October.
In July, the Union Industrial de Argentina (UIA) drew up its own recommendations that made the
internal market a priority. The UIA believes the only way to balance the budget is by reactivating
and strengthening the domestic market. "What we must do is recreate a `virtuous circle,' which
would require an indispensable redistribution of income in favor of wage-earners, to get local
capitalism functioning again," said UIA president Ignacio de Mendiguren.
Other proposals call for taxes on capital gains and on speculative capital inflows, but all have been
dismissed by the administration. Meanwhile, the Catholic Church has been increasingly critical and
has publicly expressed support for alternatives to the current economic model. Cavallo dismissed
those who call for changes in economic policy, saying, "They talk about redistributing rather than
producing." Trouble in the provinces With 16.4% unemployment and a third of the country living in
poverty, provincial governors have warned that spending cuts would be difficult to implement and
hard on the poor.
Provincial governments already are unable to meet their financial obligations. Buenos Aires
province, the country's most populous, richest, and most indebted, recently began paying suppliers
and some public-workers' salaries in bonds, called patacones. "There is no other money to pay
salaries, and there won't be for several months, because everything indicates that the crisis is going
to deepen," said Buenos Aires Gov. Carlos Ruckauf. "Those who don't want to take patacones are
within their rights to go to court, but I don't have the pesos to pay them. Paying with patacones
is a necessity, not a whim." The one-year bonds, officially "a Treasury letter in cancellation of
obligations," are redeemable at 7% interest next year.
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The patacones look similar to the Argentine peso and are even dispensed through ATM machines
like cash. "We think this is going to work very well," said the province's finance minister, Jorge
Sarghini. He said public workers would receive patacones for anything they are owed above US$740
a month.
Many workers do not share Sarghini's belief that the system will work well. "The electricity
company accepted the patacones," said police officer Angel Diaz, "but the phone company wouldn't
take them, the credit card company also said no, and the gas company said I can only pay 30% of my
bill with them. The lack of confidence in this plan is obvious."
On Aug. 23, thousands of teachers, hospital workers, and judicial employees demonstrated outside
the governor's residence, carrying signs reading, "Pay the foreign debt in patacones." The bonds
could increase the president's problems. Nearly half the provinces are talking about issuing bonds,
which could complicate efforts to maintain the zero deficit. Further straining relations with the
provinces, Cavallo said that the government could not guarantee the fixed amount in monthly
payments it makes to the provinces.
In November 2000, the government signed an agreement with the 23 provinces and the city of
Buenos Aires to provide them with US$1.364 billion per month. "The national government agreed to
transfer to the provinces a percentage of what it collects in taxes, and if that revenue didn't reach a
certain minimum level, it was assumed the government would obtain loans and transfer that money
[to the provinces]," Cavallo said in an interview published in the daily Clarin on Aug. 26. "Now
there are no loans so there is no money to transfer."
Cabinet chief Chrystian Colombo is set to meet with the governors, the majority of whom belong
to the opposition Partido Justicialista-peronista (PJ), to discuss the provincial tax transfers and
convince them to eliminate their budget deficits by trimming public spending and helping to boost
tax collection. The changes in tax transfers were among the commitments that Argentina made to
secure the fresh funding from the IMF. The administration wants Congress to pass a law to modify
the amount of provincial transfers, but the PJ governors have vowed to fight any effort to cut the
transfers.

-- End --
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